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by FRED M . OLIVER 
Partner, Salt Lake City Office 
Presented before the Pennsylvania Institute of Certified Public Accountants Local 
Government Auditing and Accounting Conference, Harrisburg—October 1970 
FOR T H E FIRST T I M E in the history of the American Institute of Certi-
fied Public Accountants, an official look is now being taken at the 
important field of governmental accounting, auditing, and financial re-
porting. The result of its studies wil l take the form of an Audit Guide, 
currently being prepared by the A I C P A Committee on Governmental A c -
counting and Auditing. The Institute, with its preoccupation with ac-
counting for business enterprises, has left the development of accounting 
principles in the field of government to the National Committee on Gov-
ernmental Accounting ( N C G A ) . The latter was originally formed in 
1934 as the National Committee on Municipal Accounting and in 1949 
changed its name to its present title. 
AUTHORITATIVE LITERATURE IN GOVERNMENTAL 
ACCOUNTING 
The vacuum surrounding the development of accounting principles 
in the field of government by the A I C P A has existed until very recently 
in the entire field of nonprofit organizations. To date, the published lit-
erature in the field of accounting principles, including fifty-one account-
ing research bulletins, four accounting terminology bulletins, and seven-
teen opinions of the Accounting Principles Board are all specifically ad-
dressed to the field of business enterprises and were at their respective 
dates of issue not intended to apply to nonprofit organizations generally, 
including government. The introduction to Bulletin 43 of the Committee 
on Accounting Procedure stated: ". . . Accordingly, except where there 
is a specific statement of a different intent by the committee, its opinions 
and recommendations are directed primarily to business enterprises or-
ganized for profit." 1 
Historically, no effort has been made by the Institute to catalog or 
1Accounting Research Bulletin, Introduction—Applicability of Committee Opin-
ions. 
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delineate which of these bulletins or opinions may be considered to apply 
broadly to the nonprofit field or specifically to certain types of nonprofit 
organizations. The current A I C P A Committee on Governmental A c -
counting and Auditing, however, in the course of drafting its A u -
dit Guide, has considered this question and presently plans to include 
material in the guide to indicate which of these bulletins and opinions 
should be considered to apply in the field of governmental accounting. It 
is not presently known whether similar approaches are being or may be 
used in the development of other guides. The efforts of our committee 
will be elaborated upon later in this address. 
It seems very clear, when viewing the whole field of nonprofit or-
ganizations in broad perspective, that no single set of accounting princi-
ples applicable to such organizations is likely to be developed by the 
A I C P A . Instead, fragmentation on a full scale may logically be expected 
over the coming years as the Institute authorizes the publication of audit 
guides, or through the Accounting Principles Board issues formal opin-
ions that would apply to specific types of nonprofit organizations, or, per-
haps, through audit guides or otherwise, endorses publications by cer-
tain nonprofit organizations in areas in which it feels generally accepted 
accounting principles pertaining thereto have been clearly defined. 
As evidence of this trend, it is worth noting that the Institute issued 
its first audit guide of a nonprofit organization in October, 1966, in the 
form of "Audits of Voluntary Health and Welfare Organizations," of 
which a new updated edition is now in the drafting process. This and 
other nonprofit organization audit guides presently in various stages of 
development are: 
Exposure stage 
Hospitals 
Draft stage 
Colleges and universities 
Governmental agencies 
Health and welfare funds 
Preliminary development stage 
Voluntary health and welfare organizations (revision) 
Pension plans2 
21970 Report of Council to AICPA Membership, page 12. 
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NCGA Text Not Officially Endorsed by AICPA 
The American Institute has never exercised its prerogative of offi-
cially endorsing the publications of the National Committee on Govern-
mental Accounting in the governmental field. In a broad sense, however, 
it is believed to have been generally accepted within the accounting pro-
fession that, in the absence of definitive literature published by the In-
stitute, the earlier publications of N C G A and, more recently (March 
1968), the release of Governmental Accounting, Auditing, and Financial 
Reporting by the N C G A should be considered as constituting authorita-
tive literature in the governmental field. 
The N C G A text does purport to be authoritative literature to those 
to whom it is addressed, namely, governmental officials. It is not officially 
addressed to the independent auditor and therefore does not purport to 
be authoritative from the viewpoint of the independent auditor. Hence, 
the clear need for the Institute, through one of its committees or other-
wise, to consider the merits of this important publication and its appli-
cability to the conduct of independent audits. 
General Scope and Nature of the New AICPA Audit Guide for 
Governmental Units 
The Institute's Governmental Audit Guide is the first of its series of 
audit guides to be based on an outside publication. In its presently con-
templated form, it is intended as an interpretative supplement to "Gov-
ernmental Accounting, Auditing, and Financial Reporting" ( G A A F R ) . 
In contrast to the direction of the N C G A text, wherein emphasis is no-
tably directed to governmental officials, the guide is to be specifically 
addressed to the independent auditor. 
Because the new Guide is still in draft stage, it is premature to state 
that any views or conclusions presently appearing therein are in final 
form. Accordingly, responsibility for the views stated or conclusions ex-
pressed in this paper must be assumed by the author, even though signif-
icant portions thereof may reflect the present status of thinking within 
the A I C P A committee. In due course, the committee's final draft of the 
Audit Guide must be submitted for the approval of the Institute's two 
senior committees, the Accounting Principles Board and the Committee 
on Auditing Procedure. Thus, the content of the Guide could well be 
modified as a result of their review. It would seem safe, however, to indi-
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cate that the total range of material within the Guide will probably com-
prise the following sections and chapters: 
I. P R E F A C E 
II. C H A R A C T E R I S T I C S O F G O V E R N M E N T A L A C C O U N T -
I N G A N D A U D I T I N G 
Chapter 1 Introduction 
2 Accounting Principles 
3 Budgetary and Fund Accounting 
III . A U D I T I N G O F G O V E R N M E N T A L U N I T S 
Chapter 4 Auditing of Governmental Units 
5 Audit Program 
I V . F I N A N C I A L R E P O R T I N G 
Chapter 6 The Audit Report 
V . I L L U S T R A T I V E F I N A N C I A L S T A T E M E N T S 
Statement of Changes in Fund Balances 
Statement of Revenues, Expenditures and Encumbrances 
Other Operating Statements 
Appendix A Sample Agreement Letters 
B Samples of Auditors' Opinions 
C Internal Control Questionnaire 
BASIC ACCOUNTING PRINCIPLES APPLICABLE TO 
GOVERNMENTAL UNITS 
A s referred to in the forepart of this paper, our committee has made 
an in-depth review of all the Institute's published Accounting Research 
Bulletins and Accounting Principles Board Opinions for the purpose of 
determining which of these should apply to governmental audits. Again, 
while the committee's work is not yet completed and final conclusions 
reached, two tentative decisions appear very reasonable and logical and 
may be worth noting at this stage of our pioneering in this important 
area: 
1. Inasmuch as enterprise funds and intragovernmental service funds 
are by nature similar to commercial enterprises, all the pronouncements 
of the Institute should be applicable whenever the relevant economic 
facts are present. 
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2. With regard to other types of funds, specifically, general, special 
revenue, debt service, capital projects, trust and agency, and special as-
sessment funds, the committee recognized that none of the pronounce-
ments were originally prescribed as generally applicable to nonprofit or-
ganizations. A s a result of the committee's study, however, it is tenta-
tively believed that certain bulletins and opinions or appropriate parts 
thereof should apply to governmental accounting and that independent 
auditors should therefore recognize their application. It is too early to 
delineate which specific bulletins and opinions will fall in this category. 
For our immediate consideration, a note of caution on two points is 
again suggested: (1) The committee may yet modify its present views 
with respect to the tentative conclusions above, and (2) as stated earlier, 
all final conclusions must in due course be submitted for the approval of 
the Institute's two senior committees—the Accounting Principles Board 
and the Committee on Auditing Procedure. It is clearly premature to pre-
dict the final form of our committee's recommendations and particularly 
whether all or any part of them will ultimately be approved. To the ex-
tent that they wil l be approved, however, it is the present plan to include 
these recommendations in the formal Audit Guide. 
Regrouping of NCGA's Thirteen Principles 
Although the term "accounting principle" has never been officially 
defined by the American Institute of C P A s in any of its professional lit-
erature, a reasonable operating definition of a principle referred to in 
Institute literature is that a principle is "a general law or rule adopted 
or professed as a guide to action; a settled ground or basis of conduct or 
practice. . . ," 3 
In viewing the N C G A ' s thirteen principles with this definition in 
mind, those principles can be usefully combined into a smaller number. 
In the composite view of the committee, the regrouping at present, listed 
in the same order as the original thirteen in the N C G A "Blue Book," is 
as follows: 
NCGA Principles 
1. Legal compliance 
2. Conflicts between accounting 
principles and legal provisions 
As Regrouped 
1. Legal compliance accounting 
3 Accounting Terminology Bulletin No. 1. 
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3. The budget and budgetary ac-
counting 
2. Budgetary accounting 
4. Fund accounting 3. Fund accounting 
5. Types of funds 
6. Number of funds 
7. Fund accounts 
8. Valuation of fixed assets 4. Fixed asset accounting 
9. Depreciation 
10. Basis of accounting 5. Basis of accounting 
11. Classification of accounts 6. Accounts and reports 
12. Common terminology and 
classification 
13. Financial reporting 
Areas of Agreement with NCGA Text 
On the basis of the committee's study to date, the following N C G A 
principles appear to be well stated, with no changes likely to be recom-
mended : 
No. 3 Budgetary accounting 
Nos. 4-7 Fund accounting 
Nos. 11-13 Terminology and classification 
NCGA Principles in Which Changes or Alternative Practices are 
Expected to be Recognized in Audit Guide 
a. No. 2—Conflicts between Accounting Principles and Legal Provisions 
The N C G A text has made it unmistakably clear that, from the van-
tage point of the governmental unit, whenever there is a conflict, legal 
provisions take precedence over accounting principles. The committee 
takes no exception to this view, recognizing that the first responsibility 
of the governmental unit is to comply with the law and that the account-
ing system has the primary task of reflecting such compliance. But, for 
purposes of reporting financial position and results of operation of a 
given governmental unit, this basic requirement does not obviate gener-
ally accepted accounting principles. 
In the N C G A text, following a brief discussion and examples of con-
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flict, the following paragraph appears: 
Since legal requirements control and must take precedence over ac-
counting considerations, the Committee believes that each governmental 
unit must operate an accounting system and prepare financial statements 
which reflect compliance with such legal requirements. However, in 
cases where such compliance is not fully in agreement with recognized 
accounting principles, it is recommended that the governmental unit 
also prepare such additional or supplementary financial statements as 
may be necessary to present fairly the financial position and results of 
operations of its constituent funds and balanced account groups for the 
fiscal period in conformity with generally accepted accounting principles 
applicable to governmental units and consistently applied.4 
The A I C P A committee believes the emphasis on legal compliance 
versus generally accepted accounting principles should be transposed. 
Accordingly, the committee has tentatively considered the following re-
statement of the legal compliance accounting principle ( N C G A Princi-
ples Nos. 1 and 2 combined) : 
A governmental accounting system must make it possible: (a) to show 
that all applicable legal provisions have been complied with, and (b) to 
determine fairly and with full disclosure the financial position and results 
of financial operations of the constituent funds and self-balancing ac-
count groups of the governmental units. [Same language as G A A F R ' s 
No. 1] 
Even though legal requirements must be observed in the basic recording 
of transactions, it is recommended that each governmental unit, to the 
extent legally permissible, incorporate such accounting entries on the 
books as required to permit preparation therefrom of financial statements 
that present financial position and results of operation in accordance 
with generally accepted accounting principles. 
If a fund's financial transactions and the results therefrom, as based on 
legal requirements, are desired to be reported upon, then supplemental 
schedules should be prepared for this purpose. 
The independent auditor would attach his usual opinion to the statements 
prepared in accordance with generally accepted accounting principles 
and, as to the supplemental schedules, express an opinion only to the 
effect that they were prepared in conformance with applicable legal re-
quirements. [New language] 
From the point of view of the practicing C P A or firm performing 
governmental audit engagements, the effect of this substitution would be 
4Governmental Accounting, Auditing, and Financial Reporting, National Com-
mittee on Governmental Accounting, page 5. 
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to reverse the emphasis by giving initial consideration to conformance 
with generally accepted accounting principles and secondary response to 
the question of compliance with legal provisions. 
b. Nos. 8 and 9—Fixed Asset Accounting and Depreciation 
The fixed-asset principle is contained in the N C G A ' s Principles 
Nos. 8 and 9, but also partly in No. 7. Principles No. 8 and No. 9 are 
quoted as follows: 
Valuation of fixed assets 
8. The fixed-asset accounts should be maintained on the basis of original 
cost, or the estimated cost if the original cost is not available, or, in the 
case of gifts, the appraised value at the time received. 
Depreciation 
9. Depreciation on general fixed assets should not be recorded in the 
general accounting records. Depreciation charges on such assets may be 
computed for unit-cost purposes, provided such charges are recorded 
only in memorandum form and do not appear in the fund accounts. 
No. 8. Valuation of fixed assets 
The committee agrees that general fixed assets and other fixed assets 
should be capitalized as stated in G A A F R . It is the committee's position, 
however, that the auditor should not be required to take exception in his 
opinion if the governmental unit has not capitalized certain types of Gen-
eral Fixed Assets, generally comprehended in Improvements other than 
Buildings. These include roads, bridges, curbs and gutters, streets, side-
walks, drainage systems, sewers, and lighting systems. There are two rea-
sons for this view. First, because of the nature of these improvements, 
there is no compelling stewardship need for physical or dollar-value con-
trol. Second, because such improvements are immovable and generally 
of no value to anyone other than the governmental unit and, because of 
the renovation, patching, rebuilding, widening or enlarging, etc., that 
takes place over a period of time, there often is considerable difficulty in 
obtaining and maintaining historical cost values. There are also prob-
lems related to shared costs with property owners in special assessment 
projects, or with other governmental units on joint projects, and other 
differences on similar projects over a period of time. In fact, it is possible 
that statistical data on miles paved, streets lighted, etc., would be more 
meaningful than dollars. The principal reason for capitalizing such im-
provements would be to report to the public the magnitude of dollars 
that had been spent for lasting values. 
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Accordingly, in the present opinion of our committee, not capitaliz-
ing the types of improvements cited above is considered a permissible 
alternative. 
No. 9. Depreciation 
The committee believes that the last word has not yet been spoken 
on the relevance of depreciation insofar as it relates to General Fixed As -
sets. There are reasons for a revived interest in the subject: (a) the in-
creasing trend in governmental grants to allow depreciation as a reim-
bursable cost, and (b) the need for better management information 
systems, which may try to marshal all costs, including depreciation, in 
measuring the cost of governmental services and in evaluating the effi-
ciency of programs. 
In short, in governmental organizations there are three good reasons 
for computing depreciation on general fixed assets: (1) to permit cost 
accounting for services and programs, (2) to provide a basis for reim-
bursements, and (3) to provide balance sheet valuation, i.e., systematic 
recognition of diminishing value resulting from use or obsolescence. 
These reasons are in part similar to those that require computing of de-
preciation in enterprise accounting. 
It is evident that the N C G A ' s concern with regard to depreciation of 
general fixed assets is that depreciation does not fit the legal budget. De-
preciation as such is not a current budgetary expenditure; it does not fit 
the appropriations-expenditure pattern. This is true so far as it goes, but 
it stops short of recognizing that there are valid reasons to account for 
all costs of providing government services, not just to account for the cur-
rent budgetary expenditure of resources. Annual depreciation, recorded in 
the correct year, may be an important element of such service cost. Con-
sequently, the A I C P A Governmental Accounting and Auditing Commit-
tee encourages techniques for recording depreciation, but outside the 
legal budget. 
Accordingly, the committee has considered, apart from combining 
Principles 8 and 9, the addition and/or substitution of the following 
new language under the caption of Fixed Asset Accounting and Depre-
ciation : 
Factors related to stewardship, accountability, and ownership or title 
are the criteria in determining the requirements for capitalizing general 
fixed assets. 
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Depreciation accounting on fixed assets carried in Intragovernmental 
Service Funds, Enterprise Funds, and Trust Funds should follow com-
mercial accounting principles. For General Fixed Assets, governmental 
units may want to compute depreciation for unit-cost purposes or pro-
gram evaluation, or for reimbursement in grant applications. This is 
fully appropriate. Such computations would not be formally recorded in 
the General Fund or Special Revenue Funds concerned; these charges 
would not represent expenditures in the absence of funding. It would be 
appropriate, however, to record such depreciation in the General Fixed 
Assets Group of Accounts, since capitalization of fixed assets is not for 
reasons of accountability alone, but also for valuation and financial posi-
tion disclosure. [This is new language.] 
In summary, the intention of the new language above would be to 
recognize two alternative practices: 
(1) Not capitalizing certain improvements other than buildings; 
and 
(2) The recording of depreciation on general fixed assets. 
c. No. 10—Basis of Accounting 
In a historical sense, two basic methods of accounting have emerged 
and have been widely used in both the commercial and nonprofit organ-
ization fields, i.e., cash basis and accrual basis. The influence of the ac-
counting profession and the regulatory authorities on the accounting 
practices of business and industry, however, have to date achieved almost 
universal adoption of the accrual basis in the field of commercial ac-
counting, because only this method results in a fair presentation of finan-
cial position and results of operations in a given accounting period. 
Hence, cash-basis accounting has been completely disavowed for fair 
presentation purposes in commercial accounting and now, in the N C G A 
text published in 1968, it has been similarly disavowed for use by gov-
ernmental units. 
Wi th respect to basis of accounting, two significant distinctions be-
tween commercial and governmental accounting should be made clear. 
Although enterprise and intragovernmental service funds in governmen-
tal units are similar to commercial enterprises and follow generally the 
same accounting principles, the remainder of the eight standard groups 
of funds do not follow commercial accounting practices. Within the 
group of six other funds, three in particular—general, special revenue, 
and debt-service funds—comprise those most characteristic of the basic 
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governmental operation, i.e., service oriented and characterized by an ab-
sence of the profit motive. These funds are commonly identified as budg-
etary funds within the typical governmental unit. 
Because of these two basic distinctions, the operations within the 
three funds mentioned represent primarily the provision of resources and 
the expenditure of such resources. Ordinarily there is no causative rela-
tion between them; that is, the resources are not expended for the purpose 
of creating or producing the resources; rather, they flow largely from the 
imposition of taxes, a power inherent in government. Hence, in govern-
mental accounting we find the usage of the terms revenues and expendi-
tures as compared with income and expense commonly used in commer-
cial accounting. 
Thus, these distinctions have given rise over the years to a third ac-
counting method, the modified accrual basis. To aid in interpretation of 
the N C G A Principle No. 10, the A I C P A committee has considered sug-
gesting the following restatement of N C G A ' s definition of modified ac-
crual basis, as it would apply to general, special revenue, and debt-ser-
vice funds: 
The modified accrual basis of accounting is defined as that method of 
accounting in which expenditures other than accrued interest on gen-
eral long-term debt are recorded at the time liabilities are incurred [no 
new language to this point], and revenues are recorded when received 
in cash, except (1) those revenues that are clearly susceptible to accrual 
and (2) material revenues which were available on the cash basis (such 
as by constructive receipt), but were not received prior to the close of 
the accounting period, and should therefore be accrued in order to 
record the revenue in the proper accounting period. [New language] 
It will be noted that in addition to the emphasis placed upon availa-
bility of revenues in the N C G A definition, the suggested restatement 
adds the significant factor of susceptibility of accrual, which has a con-
notation of measurability and validity. In some instances, there is a coin-
cidence of accrual-basis and cash-basis accounting, because no point of 
susceptibility to accrual can be established prior to the point of 
collection. 
Apart from the refined distinctions above, there are other differences 
between the accrual and modified accrual bases that are worth delineat-
ing. Without taking serious issue with the N C G A text at this point, our 
committee is inclined to consider recording of revenue from general 
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property taxes on a cash basis as an acceptable alternative to the full ac-
crual basis, as recommended in G A A F R . 
The underlying reason for the practice of cash-basis accounting for 
property taxes is that they are such a major source of revenue to virtually 
every governmental unit that differences between accrued and collected 
taxes in any year could create sizable distortions in budgetary operations. 
In substance, the use of accrual accounting on property taxes is in some 
circumstances basically unsound because the unit cannot spend revenues 
that have not yet been collected. Although across the country the col-
lected percentage of annual property taxes levied by governmental units 
has been fairly stable the past decade or two, there could be sizable dis-
tortions in recession years that would create serious financial problems. 
In any event, the use of cash-basis property tax accounting repre-
sents a conservative practice, contributing materially to sounder financ-
ing on the part of governmental units generally. This raises the serious 
question of whether or not the generally accepted accounting principle 
should recognize the practice itself. The committee has given very se-
rious consideration to this practice and to the underlying theoretical 
considerations and believes that under appropriate circumstances it is 
justified. 
The committee is of the tentative opinion also that it should be con-
sidered an acceptable alternative practice not to accrue interest income 
on assessments receivable and interest expense on bonds payable, unless 
actually due, in special assessment funds. 
On the expenditure side, under the modified accrual basis, it is cus-
tomary not to set up minor prepaid expenses where the full amounts of 
such items have been treated as expenditures in an operating budget. In 
addition, the use of encumbrance accounting technically constitutes a 
difference between the modified accrual and accrual bases of account-
ing, which is a distinctive feature of budgetary accounting. 
FINANCIAL REPORTING AND INDEPENDENT AUDITORS' 
REPORTS 
It is the view of the committee that all ten A I C P A auditing stand-
ards apply to governmental audits, including the four reporting stand-
ards. As a framework for discussion of independent auditors' reports on 
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governmental units, these four standards of reporting are repeated here 
as follows: 
1. The report shall state whether the financial statements are presented 
in accordance with generally accepted principles of accounting. 
2. The report shall state whether such principles have been consistently 
observed in the current period in relation to the preceding period. 
3. Informative disclosures in the financial statements are to be regarded 
as reasonably adequate unless otherwise stated in the report. 
4. The report shall either contain an expression of opinion regarding 
the financial statements, taken as a whole, or an assertion to the effect 
that an opinion cannot be expressed. When an over-all opinion cannot 
be expressed, the reasons therefor should be stated. In all cases where 
an auditor's name is associated with financial statements the report 
should contain a clearcut indication of the character of the auditor's 
examination, if any, and the degree of responsibility he is taking.5 
Cash-Basis Financial Statements 
The N C G A makes its position clear that "under the cash basis, such 
financial statements do not comprise a fair presentation, because accurate 
comparison of expenditures in relation to services rendered is not possi-
ble, because the services may be rendered in one fiscal period and the 
disbursements related to such services not be made until the following 
fiscal period." 6 
The A I C P A committee agrees with this conclusion and relies for its 
authority upon the pertinent comment on the subject from pages 88-89 
of Statements on Auditing Procedure No. 33. Therefore, statements pre-
pared on the cash basis for any governmental fund should not purport to 
show financial position and results of operation and, accordingly, do not 
permit expression of an unqualified opinion. Instead, the guidelines re-
lating to such statements set forth on pages 88-89 of Statements on Audit-
ing Procedure No. 33 should be followed. 
Accrual-Basis Financial Statements 
The N C G A position is that financial statements should be prepared 
on the accrual basis for enterprise, intra-governmental service, capital 
projects, trust and special assessment funds. Such statements should, of 
course, purport to show financial position and results of operations, and 
5 Statements on Auditing Procedure No. 33, page 16. 
6 Governmental Accounting, Auditing and Financial Reporting, page 11. 
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therefore an unqualified opinion may be expressed thereon. Likewise, all 
four reporting standards would apply. 
In the A I C P A committee's present view, there are certain exceptions 
to the use of the full accrual basis for capital projects, trust, and special 
assessment funds. A n example for the first purpose would be where sales 
taxes, which are not considered susceptible to accrual, comprised a major 
source of revenue in a capital-projects fund for which an annual budget 
was being prepared. In special assessment funds, as stated earlier, the 
committee considers it acceptable—in fact, preferable—not to accrue in-
terest income on special assessments receivable and interest expense on 
offsetting bonds payable or other long-term debt, unless fully matured 
and not paid. 
To give effect to these exceptions is tantamount to adoption of the 
modified accrual basis and the reporting rules and standards related 
thereto would then apply. 
Modified Accrual-Basis Financial Statements 
The A I C P A committee agrees with the N C G A text that the modified 
accrual basis should be used in preparation of financial statements of the 
general, special revenue, and debt-service funds. 
Financial statements prepared on the modified accrual basis may 
purport to show financial position and results of operations and therefore 
an unqualified opinion may be expressed thereon. Likewise, all 
four standards of reporting would apply. 
Responsibility for the Financial Statements 
As in audits of commercial enterprises, the responsibility for the fi-
nancial statements of governmental units is that of the client. 
Role of the Short-Form Audit Report 
The standard short-form audit report is fully applicable, but less 
widely used in governmental audits than for commercial enterprises, pri-
marily because of the typical governmental unit's need for supplemental 
information and commentary respecting its financial position or results 
of operations. This does not, however, preclude frequent usage of the 
standard short-form opinion because, in most instances, the supplemental 
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information properly comes within the governmental unit's (client's) 
responsibility and therefore should not be included in the Accountants' 
Opinion or Report, but instead should appear following the basic finan-
cial statements. Such schedules should be captioned "unaudited." If, 
however, the supplemental schedules and commentary are comprehended 
by the auditor's examination, they may be covered in both the scope and 
the opinion paragraphs of the Accountants' Opinion to comprise an un-
qualified opinion. 
Special Problems in Long-Form Audit Reports 
For purposes of definition, a long-form report is considered to be a 
report consisting of (1) a short-form opinion, together with related fi-
nancial statements, followed by supplemental analyses and commentary 
for which the client is responsible, or (2) an opinion including, in addi-
tion to the usual scope and opinion paragraphs, additional comments by 
the independent auditor properly includible in his report. There may not 
necessarily, but usually will , follow supplemental analyses and commen-
tary and supplemental schedules for which the client is responsible. The 
same comments appearing under the preceding caption with respect to 
unaudited supplemental information would apply to long-form reports. 
Likewise, if such information or supplemental schedules are included in 
the auditors' examination, an unqualified opinion may be expressed. 
The N C G A has taken the position that the "contents of the audit re-
port be organized and presented on the same basis as the annual financial 
report prepared and published by the chief financial officer of the govern-
mental unit." 7 This view is intended to apply where the governmental 
unit does not publish an annual financial report, as otherwise it is rec-
ommended that the auditor's opinion be appropriately included therein. 
The A I C P A committee is of the opinion that the typical governmen-
tal audit report need not contain the full range of supplemental and sta-
tistical data customarily found in a published financial report. Rather, it 
is appropriate to include, in addition to the opinion and basic financial 
statements and supporting supplemental schedules, only such supplemen-
tal analyses and commentary as are clearly related to the financial state-
ments or necessary to achieve full disclosure or show compliance with 
applicable legal requirements. 
7 Governmental Accounting, Auditing and Financial Reporting, page 146. 
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Format and Content of a Typical Long-Form Audit Report 
While the exact content of the audit report will vary with the cir-
cumstances in each case, as a general rule, the accountants' opinion, fi-
nancial statements, supplemental schedules and commentary to be prop-
erly included would appear in somewhat the following sequence: 
For municipalities, school districts, or other governmental units 
maintaining multiple funds: 
a. Accountants' Opinion 
b. Financial Statements (comparative with prior year) : 
Balance Sheets 
Combined Balance Sheet—All Funds 
Balance Sheets of Individual Funds (omit 
only if too few items) 
Statements of Revenue—Estimated and Actual— 
for each budgeted fund 
Statements of Expenditures and Encumbrances 
Compared with Authorizations—for each 
budgeted fund 
Statements of Income and Expense or Statement 
of Revenue and Expense—Actual and Budgeted— 
for enterprise and similar funds 
Analysis of Changes in Fund Balances 
c. Supplemental Schedules: 
Supplemental Analyses and Commentary 
Various Schedules (illustrative only) 
Investment in United States Government Securities 
Analysis of Revenue (by funds as appropriate) 
Analysis of Expenditures (by funds as appropriate) 
Bonds Payable 
Analysis of General Fixed Assets 
Insurance Coverage 
Assessed Valuation, Tax Levies, and Tax 
Collection Experience 
The audit guide will indicate it is optional to combine the State-
ments of Revenue—Estimated and Actual, and Expenditures and Encum-
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brances Compared with Authorizations—into a single statement. Exam-
ples wil l be furnished in the guide. 
For special districts or single-enterprise funds, including electric, 
sewer, water, or other authorities, the basic statements that are appropri-
ate should be presented in approximately the pattern shown above, with 
supplemental schedules selected on the basis of useful information. These 
might include such separate statements as Source and Application of 
Funds, Comparative Summary of Operations (five years or longer) and 
other schedules similar to those found in the typical commercial audit 
report. Where revenue bonds are outstanding, special schedules would be 
included, such as Net Cash Earnings and Allocation thereof under Reve-
nue Bond Ordinance, and Analysis of Restricted Funds under Revenue 
Bond Ordinance. 
Disclosure Rules Under AICPA Reporting Standards 
The Committee believes that to the extent appropriate to conform to 
Reporting Standard No. 3, the disclosure requirements expressed in Insti-
tute literature respecting business enterprises apply also to governmental 
audit reports. 
Use of Term "Generally Accepted Accounting Principles" 
in Accountants' Opinion 
In the illustrative Accountants' Opinion appearing in the N C G A 
text, the term "generally accepted accounting principles applicable to 
governmental units" is used and elsewhere recommended.8 It is the com-
mittee's view that the standard opinion language is preferable, that is, 
"generally accepted accounting principles," but that the N C G A ' s sug-
gested language is acceptable, because there are no inferences that might 
be incorrectly drawn from the added words. 
AUDITING OF GOVERNMENTAL UNITS—DISTINCTIVE 
FEATURES AND SPECIALIZED MATTERS 
Generally accepted auditing standards are applicable in the audit of 
financial statements of governmental units to the same extent they are 
applicable in the audit of private enterprise financial statements. These 
8Governmental Accounting, Auditing and Financial Reporting, pages 146-147 and 
page 209. 
78 S E L E C T E D P A P E R S 
constitute the ten basic standards set forth in the Institute's Statements 
on Auditing Procedure No. 33. 
Responsibility for Fraud Detection 
Fraud detection is a very sensitive area in the audit of financial state-
ments of governmental units, in which the possibility of a misunder-
standing on the part of governmental officials is very strong. The com-
mittee, however, is of the opinion that, although some of the specific pro-
cedures the independent auditor will use may result in the discovery of 
defalcations or other fraud, there is no intent to expand his responsi-
bility beyond that set forth in Chapter 1 of Statement 33. The indepen-
dent audit is only one of the essential elements in minimizing fraud los-
ses and discouraging irregularities, others being internal control, inter-
nal auditing, and fidelity bond coverage. 
Compliance with Legal Requirements 
The independent auditor must be alert to matters of compliance af-
fecting the governmental unit, and every experienced auditor is assumed 
to have a general familiarity with this requirement. He must also pay 
close attention to matters of law or ordinance that may affect the auditor 
himself. These might include general matters of qualification, standards 
of independence or performance, time tables for rendering his report, and 
similar requirements. 
Changes in Nature of Governmental Audits 
Among other reasons, a marked expansion in federal and state assis-
tance grants over the past decade will prove the forerunner in the growth 
of compliance audits in the years immediately ahead. It is expected there 
will be a significant broadening of the attest function into both compli-
ance and performance auditing. For over a year a federal task force has 
been busy on the development of "audit standards" in these two areas in 
anticipation of an expanded use of independent auditors in the adminis-
tration of federal assistance programs, and the American Institute of 
C P A s will shortly be participating with them in this important project. 
The Competitive Bidding Problem 
The reasons for opposing competitive bidding are well stated in the 
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N C G A text.9 It is important to note, however, the official position of the 
American Institute. Rule 3.03 prohibiting competitive bids for profes-
sional engagements still appears in the Code of Professional Ethics, but 
since 1967 it has been footnoted as follows: 
On the advice of legal counsel that Rule 3.03 subjects the Institute and 
its representatives to risks under the Federal antitrust laws, the In-
stitute's executive committee, council and committee on professional 
ethics have decided that the Institute will continue to refrain from tak-
ing any disciplinary action against any member or associate under Rule 
3.03 until there has been a change in circumstances that would justify a 
different opinion on the legal status of the Rule. 1 0 
A n even more significant step has recently been taken by the Insti-
tute. In September, 1970, its Division of Professional Ethics circulated to 
members of council an exposure draft on restatement of the Code of Pro-
fessional Ethics in which Rule 3.03 is dropped completely. A t this point 
it is premature to predict whether sufficient opposition will be generated 
to preserve this rule in the Code or to provide otherwise for a form of sup-
port for the long-standing principle of non-competitive bidding on pro-
fessional audit engagements. 
Notwithstanding the present trends within the Institute, it is worth 
noting at this writing that over two-thirds of the state boards of account-
ancy and state societies of the profession continue unqualifiedly to pro-
hibit competitive bidding or to qualify such prohibition with limited 
exceptions. It is our committee's understanding that counsel of the Amer-
ican Institute has advised that if a state board of accountancy under its 
state law has authority to promulgate rules of professional conduct and 
has adopted a rule prohibiting competitive bidding, the federal antitrust 
laws cannot be invoked against such rule of the board or against those 
persons under its jurisdiction for observing the rule. 
CONCLUSION 
Although there are other matters under consideration by our com-
mittee for possible inclusion in the Audit Guide, the preceding discussion 
will highlight the major points upon which tentative agreement has 
been reached by our committee. It is a reasonable hope that the ensuing 
several months may witness the approval and publication of a highly 
useful document for independent auditors of governmental units. 
9See Chapter XIV, pages 128-129, NCGA text. 
10 AICPA Code of Professional Ethics, Rule 3.03. 
